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[The following article is reproduced with permission of the Washington-based Council on
Hemispheric Affairs (COHA). It was published in the Sept. 19, 1993 edition of COHA's biweekly
publication, "Washington Report on the Hemisphere."] Oil continues to play a pivotal role in
Latin American economies. Between 1982 and 1991, 35% of the world's major new crude oil finds
were discovered there. In the last few months, Colombia and Ecuador have identified vast oil
reserves now waiting exploitation, while other nations, such as Brazil, Argentina, and Mexico, are
planning massive new investments in their oil production capabilities. Responding to neo-liberal
economic reforms and increasingly stringent environmental standards, Latin American petroleum
operations are undergoing transformative changes affecting not only the localized industry, but the
entire region as well. While the new investments in petroleum are likely to bring lucrative returns,
economic dependence on oil production remains a risky proposition. As the price of oil on the world
market sharply fluctuates, so does oil producing nations' economic health. Mexico discovered this
fact in the early 1980's, and it is a lesson which Venezuela painfully has been learning for some time.
Historically, Latin American nations have insisted on state control of oil production and marketing,
fiercely resisting intrusive foreign interests who were considered a threat to their sovereignty. But
state-owned petroleum industries have not been able to resist the tide of privatization and the need
for increased foreign investment which the World Bank has encouraged in exchange for new loan
packages. For example, under President Carlos Menem, Argentina has been undergoing an IMFmandated economic shock treatment aimed at selling inefficient state industries to private investors
in order to trim the government's budget and cut inflation. In July, in the most dramatic example
of opening up the oil industry to outside investment, Argentina sold 45% of the publicly-owned
company, Yacimientos Petroliferos Fiscales, for US$3 billion. Peru is also aggressively marketing
its state-owned petroleum industry abroad. During the 1980's, Peru's industry suffered endemic
shortages of capital due to the government's refusal to allow outside investment in petroleum
resources, with production falling by 50%. When Alberto Fujimori came to power in 1990, he, like
Menem, immediately prepared the country's various public industries for privatization. Authorities
are now planning to sell off the state oil industry, Petroperu, and the legislature is expected to
approve a bill allowing foreign investment and international arbitration of oil related disputes.
Responding to Lima's private-sector liberalization strategy, 28 European and American firms will
have initiated negotiations for exploration and production contracts by the end of this year. Mexico,
on the other hand, has resisted the regional trend of soliciting foreign investment in petroleum.
Much of this opposition is due to the country's historical fear of US interventionism, both military
and economic. Last March, on the 55th anniversary of the nationalization of the oil industry and
creation of the state-owned petroleum conglomerate PEMEX, President Carlos Salinas betrayed
his reformist tendencies and exclaimed, "Ownership and control of oil will remain unalterably in
the hands of Mexicans." Yet even the mighty PEMEX cannot buck the winds of change, proven
by the recent lease of numerous offshore drilling sites to foreign companies. The rise of global
environmental consciousness has forced Latin American petroleum producers to pay far greater
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attention to this subject, as ecological factors can affect their appeal to potential investors. A US
firm, Texas Crude Exploration Inc., nixed a joint venture with Petroleos de Peru, after protestors
picketed their corporate headquarters. As it turned out, the intended exploration zone was partly in
a protected jungle reserve. Mexico's PEMEX is reeling from recent scathing international criticism
that its shabby environmental standards and safety procedures hold a potential for a disaster similar
to that which occurred in April 1992, when portions of Guadalajara's sewer network exploded,
causing casualties and serious damage to surrounding communities. If the North American Free
Trade Agreement (NAFTA) becomes a reality, Mexico's heavy industries, like PEMEX, will receive
much closer environmental scrutiny. It is perilous for a country to become dependent on oil exports,
as their value fluctuates so freely. Recently, worldwide demand for oil has been stagnant due, in
part, to the weakness of the economies of the former Soviet states. Today, the price of oil stands at
just over US$17 a barrel, a three-year low, with this rate likely to decrease further if Iraq is allowed
to reenter the world oil market. As oil accounts for 82% of Venezuela's exports, that country has
been particularly hard hit by the relatively low price of crude. Energy Minister Alirio Parra has sent
a letter to the Organization of Petroleum Exporting Countries (OPEC) complaining about certain
countries' chronic refusal to adhere to production quotas. He said, "If adjustments are not made,
the surplus will continue to weaken prices." Venezuela's interim President Ramon Velasquez has
resisted the World Bank's politically difficult prescriptions of either raising the artificially low price
of domestic gasoline or trimming the huge state subsidies received by the petroleum industry.
Former president Carlos Perez's attempt to cut these subsidies was cited as a factor leading to the
aborted military coup against him. Colombia, with its recent discovery of the Cusiana reserve,
estimated to contain between three and five billion barrels of oil, appears to be headed down the
petroleum dependency route. Bogota officials claim oil will overtake coffee as Colombia's primary
export by the mid-1990's, leading to a predicted astronomical 14% rate of economic growth by the
year 2000. Still, Colombia should be wary of becoming an oil export-dependent economy, because of
the long term dangers of creating plans based on unpredictable levels of oil revenue. Observers say
Bogota would do well to use its profits for diversifying its economy.
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